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Strategic Challenges
Expansion and stable growth in the Kampo market
Continued reinforcement of profitability and maximization of cash flow
Taking on the challenge of new businesses in China




Business Results for Fiscal 2017




Consolidated Performance for Fiscal

TSUMURA & CO.

2017

p \ million P

FY 2017
Plan

FY 2017

Achievement

Vs. FY 2016
Change

FY 2016

Amount

Net sales

120,700

117,879

97.7%

114,954 2,924 2.5%

Operating profit

(Operating profit margin)

17,600
(14.6%)

17,050
(14.5%)

96.9%

15,983

0
(13.9V ) 0.7%

1,067

Ordinary profit

18,100

17,914

99.0%

16,399 1,515 9.2%

Profit attributable to
owners of parent

12,700

14,504

114.2%

12,488 2,015 16.1%

FY 2017
Plan

FY 2017

FY 2016

¥175

¥200

¥179

7.4V

8.3V

8.1V

Sales by product

Other prescription
L pharmaceutical

products
P . OTC medicines
rescription 2 504

Kampo
Products
95.2%

Other
1i %




Key Points In Performance

U Underperformed operating profit and ordinary profit goals due to lower than
expected sales

U Sales and profits were up year-on-year

Consolidated net sales ¥117,879 million Vs. planned 97.7%  YoY 2.5%

A Net sales rose ¥2.92 billion or 2.5% owing mainly to a 2.4% growth in the sale of pharmaceutical products but was 2.3% lower
than planned.

Operating profit ¥17,050 million Vs. planned 96.9V YoY 6.7V

Operating profit margin 145V YoY  0.6pts

A The cost of sales ratio stood at 42.1%, down 0.9 points year-on-year, mainly reflecting a decline in crude drug-related costs.
Meanwhile, the cost of sales ratio was 0.3 points lower than planned thanks in part to an improvement in processing costs on the
back of an enhancement to productivity.

A The SG&A ratio was 43.5%, a rise of 0.4 points year-on-year (0.5 points higher than planned). Although the ratio was properly
managed, the rise reflects underperformance in sales.

Ordinary profit ¥17.914 million Vs. planned 99.0V YoY 9.2V

Profit attributable to

¥14,504 million Vs. planned  114.2V YoY 16.1V
owners of parent

A Extraordinary income was posted to reflect a ¥1.49 billion gain on the sale of investment securities.




TSUMWA & CO.

Factors In Increase/Decrease of Operating Profit

) L p \ million P
p \ million P
Factors of Sales increase
+2,924 -149 o
-1,708 Prescription Kampo 129 products +2,626

Other +298

Factors of Cost of sales margin
Increase in crude drug cost -0.5pts

Improvement of processing cost -0.2pts

) Fluctuation of exchange rate -0.1pts
Cost of sales margin

43.0%Y 42.1%
-O.9pts Factors of SG&A expenses

Other -0.1pts

Sales promotion expenses
R&D expenses
FY 2016 Sales Sales cost SG&A FY 2017

Operating increase increase expenses Qperating
Profit increase profit Personnel expenses

Advertising expenses

Other




Financial

Balance Sheet

Condition

p \ million P

As of March
2017

As of March
2018

Change

TSUMURA & CO.

p \ million P

Total assets

222,008

293,701

71,692

As of March
2017

As of March
2018

Change

Capital stock

19,487

30,142

10,654

Current
assets

134,679

192,401

57,7122

Capital surplus

1,940

14,027

12,087

Non-current
assets

87,329

101,300

13,970

Retained earnings

129,937

140,040

10,102

Total liabilities

64,611

97,168

32,556

Treasury shares

-5,393

-814

4,579

Current
liabilities

31,883

48,766

16,882

Tot al shar

equity

145,972

183,396

37,423

Non-current
liabilities

32,727

48,402

15,674

Treasury stock

1,989K shares

300K shares

-1,689K shares

Total net assets

157,397

196,533

39,135

Equity Ratio

69.7%

65.9%

-3.8pts

p \ million P

Balance Sheet

As of March
2017

As of March
2018

Change

Inventories

52,138

49,994

-2,144

Merchandise and
finishedgoods

8,122

8,008

-114

(Work in processP

14,547

12,797

-1,750

(Raw materials
and stores P

29,467

29,188

-279

Capital stock and capital surplus
increased

Capital and business alliance with

Ping An Insurance

Decline in treasury stock

Capital and business alliance with

Ping An Insurance

* Ping An Insurance (Group) Company of China, Ltd.




Cash Flow Position

¥ billion

Effect of
exchange
Financing rate
Activities Changes
+50.3 § 0.3

Operating Investing
Activities Activities
+21.0 -23.3

Issuance of Bonds: ¥29.8 billion
Issuance of shares owing to capital/business alliance with
Ping An Insurance: ¥21.2 billion

tSaIes of treasury stock owing to capital/business alliance J

Cash and cash with Ping An Insurance: ¥6.0 billion Cash and cash
equivalents at equivalents at end

beginning of of period
period




TSUMURA &CO.

Initiatives for & Progress in Tackling
Strategic Issues

1. Expansion and stable growth in the Kampo market

2. Continued reinforcement of profitability and maximization of cash flow

3. Taking on the challenge of new businesses in China



1. Expansion and stable growth in the Kampo market

Sales perfomance of prescription Kampooducts

p \ million P
Sales Product No. / name FY 2016 FY 2017 YoY Change

ranking

1 100 | Daikenchuto 10,328 10,584 256
54 Yokukansan 7,330 7,571 240
43 Rikkunshito 6,863 7,044 181
Goshajinkigan 3,733 3,686 - 47
Hangeshashinto 1,276 1,334 58

Drug-fostering
formulations

Hochuekkito

Shakuyakukanzoto

Bakumondoto

Kamishoyosan

o
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Goreisan

Total sales of the five Growing formulations

Growth rate of 129 prescription Kampo formulations
FY 2012 FY 2013 FY 2014 FY 2015 FY 2016

Value base 10.6% 3.2% 2.4% 2.3% 1.9%
Number of items with higher yen sales 125 66 81l 68 95

Drug price revision rate -3.8% ' -3% ' -3%




SUMWRA &.CO-

1. Expansion and stable growth in the Kampo market

Important Domains P Elderly, Cancer, Female P ThreeDrug -fostering
Formulations: Sales Performance

Aim to have three formulations, Daikenchuto, Yokukansan, and
Rikkunshito, with over ¥10.0 billion in sales by fiscal 2021

Issue: Must fortify prescriptions

o

- Yokukansan Rikkunshito

¥/.5 bn ¥/.0 bn

3.3% growth 2.6% growth
YoY YoY

Fortification of Rikkunshito, In
particular, is necessary
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1. Expansion and stable growth in the Kampo market

FY2017 Sales Measures
(Focus on the field of gastroenterology)

Field of Gastroenterology Cancer domain

-

[ Targeting strategy 1

(Interviews, presentations, area lectures, etc.)

Academic conference events Tsumura to host research
Host academic conferences f seminars for each domain

\ &

Kampo Scientific Strategies Division
Product education Academic events Promotional materials

Kampo Research & Development Division
New evidence, including those for Rikkunshito and Daikenchuto




1. Expan3|on and stable growth in the Kampo market

FY2017 Key Factors for Underperforming Sales

2H FY2017 Ratio of target facilities Market scale

about 25
about /D

Sales were negatively impacted as activities centered on HPs, which
accounted for around 25% of the market, while activities targeting
GPs, which accounts for a much larger share, were weak.

: Hospitals with more than 100 beds (hospital doctors and residents)
: Hospital (hospital doctors) and clinics (private-practice doctors) with 100 or less beds




g—

1 Expansion and stable growth in the Kampo market

FY2018 Measures for

N

Rikkunshito Targt Facilities

Increase targets and further strengthen activities focusing on GPs

2H FY2017 target facilities 1H FY2018 target facilities (current as of April 2018)

No. of
facilities

Ratio to total
facilities

HP

429

56

No. of
facilities

Ratio to total
facilities

341

44

FY2018 Rikkunshito Gastroenterology Strategy

Clarify target patients and conduct full-fledged implementation of strategy

HP: Cancer domain(supportive care)
Introduce clinical pathway after surgery for gastrointestinal cancer

GP: Establish first-line treatment for upper gastrointestinal tract diseases
(including functional dyspepsia)




1. Expansion and stable growth in the Kampo market

TSUMLRA & CO-

Market trends (value) for gastrointestinal prokinetic agents
¥ billion (drug price)
500 - 30.0%
450 25.7%
- - 23.9% - 25.0%
400
21.7%
- 20.0%
11 N
250 . - 15.0%
200
- 10.0%
150
100
- 5.0%
0 - 0.0%
2007 2008 2009 2010 2011 2012 2013 2014 2015 201'20(%%

s Product Bmmmproduct A === Qthers == Rikkunshito == Rikkunshito share

Copyright © 2018 Reproduction prohibited. Prepared based on IQVIA. JPM 2008-2018 March MAT
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1. Expansion and stable growth in the Kampo market

Market trends (volume) for gastrointestinal prokinetic

Patients per day (10,000/day)
90,000

70,000 -

60,000 - /

50,000

-~

40,000

30,000

20,000

10,000

- 0.0%

2007 2008 2009 2010 2011 2012 2013 2014 2015 20172Q';§)

=== Product B mmm Product A== Others == Rikkunshito 8= Rijkkunshito share

Copyright © 2018 Reproduction prohibited. Prepared based on IQVIA. JPM 2008-2018 March MAT



1. Expansion and stable growth in the Kampo market

FY2018 Sales Measures

(1) Gastroenterology Strategy

Expand Ri1 k k u n shanre of markset for gastrointestinal
prokinetic agents

Currently, there is no new development by other companies in this market

The strength of Kampo products can be leveraged (Example: can be effectively prescribed when a
patient suffers mental anxiety)

Many other Kampo products, aside from Rikkunshito, can also be prescribed for gastrointestinal
diseases

Volume market share

s =) 11

FY2017 FY2021

DREAM Study

Multiple facility, double-blind comparison study of efficacy and safety of Rikkunshito for
functional dyspepsia patients

Source: Tominaga, K. et al. Neurogastroenterol Motil. 2018, DOI: 10.1111/nmo. 13319.




1. Expansion and stable growth in the Kampo market

Summary of DREAM Study Results

1. Significant improvement in patient satisfaction with
treatment

Results of primary outcomes (OTE*: stomach condition)

2. Significant improvement when stomach feels heavy

after eating/easily feels full
Results of secondary outcomes (PAGI-SYM)

Ref. Correlation between upper gastrointestinal tract

condition and psychiatric symptoms

Consider Hospital Anxiety and Depression Scale (HADS) for psychiatric
symptoms

*OTE: Overall treatment efficacy
Source: Tominaga, K. et al. Neurogastroenterol Motil. 2018, DOI: 10.1111/nmo. 13319.
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1. Expansion and stable growth in the Kampo market

FY2018 Sales Measures

Specific measures to expand market for Rikkunshito

Primary domain is the upper gastrointestinal tract

Multiple component drug with multiple pharmacological actions and improves
various symptoms, therefore
potential for use as a first-line treatment when treatments are first started

Supportive therapy for cancer

Rikkunshito is a ghrelin enhancer which improves appetite during the
perioperative period, improves stamina and has great potential for
contributing to the prevention of post-operative complications and
successful completion of treatments using anti-cancer drugs

—~———

Materials will be created to illustrate the positive results of DREAM Study
(end-May) and used to support MR activities.




1. Expansion and stable growth in the Kampo market

FY2017 Growing Formulations (Mechanlsms)

Goreisan Consolidated net sale ¥3,722 million Yoy 10.7

In s, Goreisan is used in primary patients to treat ailments, including nausea and
diarrhea. At s, there was positive benefit from information exchanges, mainly

among doctors. Accordingly, sales growth was strong.

WU RG] consolidated net sale ¥913 million Yoy 30.2

Sales grew substantially owing to benefit from the early implementation from
January of the Kamp Prescription BPSD Network Strategy, which is discussed

later on.

Anticipate growth in areas where there is a low level of satisfaction with
treatments and low level of contribution from drugs
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1. Expansion and stable growth in the Kampo market

FY2018 Sales Measures
(2) Kampo BPSD Network Strategy

Hallucinations  Repetitive

Misidentify QQXIrztsyéion Delusions behavior Apathy
Impaired P Wander about  Disinhibition Weight loss
willpower Weightloss ~ Weight loss Inappropriate

behavior

/ Yokukansan

Kamikihito Link use of formulations N | i A ,

Yokukansankachimpihange

Select an appropriate priscription for each stage of dementia

BPSD: Behavioral and Psychological Symptoms of Dementia
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1. Expansion and stable growth in the Kampo market

FY2018 Sales Measures
(3) Other strategies

Regional Comprehensive Care System measures

U Activities to boost awareness of Kampo among doctors that are key to regional
comprehensive care systems

GP seminars (Kampo base camp)

Implement Kampo medicine seminars for general practitioners, board
certified trainers and other doctors to contribute to the wider use of Kampo
among GPs, who serve as leaders in regional comprehensive care systems

Regional healthcare support workshops

Recommend the use of Kampo for various illnesses suffered by elderly

patients to solve regional issues and contribute to creating an environment

where seniors can live their own life in a community they are familiar with
K Plan and hold workshops in all 47 prefectures over a 4 year period




1. Expansion and stable growth in the Kampo market

FY2018 Sales Measures

GP seminars (Kampo base camp)

Kampo lectures helpful for primary care

1st Use of Kampo in palliative care
d Hangeshashinto, Hochuekkito, Rikkunshito,etc.o

2nd Kampo in the field of gastroenterology
d Goreisan, Rikkunshito, Daikenchuto, etc.0

3rd Use of Kampo for psychological symptoms
d Saikokaryukotsuboreito, Yokukansan, Ninjin'yoeito, etc.d

4th Kampo medicine diagnostic methods
d Stomach exam, tongue exam, interview, etc.d

Divide Japan into 8 blocks to carry out seminars




| 1. Expansion and stable growth in the Kampo market

Percentage of Doctors Prescribing Kampo

10 prescriptions
or more

Co-sponsor academic
events
(Aim to secure new
users)

Beginners seminar
Follow-up seminars
(Aim to increase

prescriptions)

Tsumura internal data

Room for improvement in frequency of prescriptions
written. Large market potential. Kampo boasts sufficient
growth potential going forward.
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1. Expansion and stable growth in the Kampo market b

OTC Kampo Formulations: Renewal of the Tsumura
Kampo Series (March2018)

YLTES NS L]
TSUMURA TSUMURA
KAMPO KAMPO

YI3YIRKH
OERLHDAHIC IEExoBLAIIC
PEOMB.EIY  ARE TLLEF—HERE &hH

*ﬂi.1 EIZEI nzw 1082

BLRERRB| hpsmuron: Yus

/A?Eﬁ
TSUMURA
KAMPO

EPEISE 35

S
L
£
D
;-
yal
B
l

t(&%?uﬁt MroEEDAIC
SEEFIE, HEL, BE LbhhiE, SEX%

n:1B82@ wsn 1082

HARET, BAET
- HMOHE A B 3 HARFELTFT,
BUEEESR| o oy s BURERE | 14yt comic

Concept
Correctly convey and pass on information about
Tsumura Kampo products




2. Continued reinforcement of profitability and maximization of cash flow

Crude Drug Prices

Overall procurement price of crude
drugs produced in China
Representation of weighted average of actual prices Expected purchase prices in 2016
from production region to affiliated company ‘Calculated on a used amount basis,
when 2006 price is set as 100 instead of a procured amount basis

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Price increase of ginseng, etc. | T

Decline in the unit price of ginseng was greater than expected
(1) Purchases for speculative purposes are settling down
(2) Supply to the market is increasing

(1) Local demand in China increased
(2) Unfavorable weather
(3) Speculative investment cornering market

26
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2. Continued reinforcement of profitability and maximization of cash flow

Improve Labor Productivity

Effect of improved labor productivity
Aim for 30% increase in FY2021 compared to FY2015




2. Continued reinforcement of profitability and maximization of cash flow

Inventory Asset Trends

p ¥ millionP Merchandise and Work in Raw materials
¥ finished goods ® process ¥ and supplies

2 3 2
2
1 1 1 1
8 8 8 8

2008 2009 2010 2011 2012 2013 2014 2015

60,000




TSUMURA & CO.

3. Taking on the challenge of new businesses in China

Progress in China Business

Tsumura China Inc. Shanghai Reorganize g r o uné@&ssnent business in China

TSUMURA SHENGSHI

PHARMACEUTICALS CO.. LTD. Tianjin ~ Acquire plant land and prepare to launch construction

Design production process for traditional Chinese
Shanghai medicine compound granules
Acquire plant land and prepare to launch construction

SPH TSUMURA
PHARMACEUTICALS CO., LTD.

File application to set up company

Prepare to launch construction of analysis and
research center

Activities to fortify procurement of crude drugs

Ping An Tsumura Inc. Shenzhen

SHANGHAI TSUMURA SN Construct small-scale plant that can produce extract
PHARMACEUTICALS CO., LTD. g granules

SHENZHEN TSUMURA MEDICINE

= 1T, Shenzhen  Produce and sell cut crude drugs

. F¥ v ; , ey
;' ] s rt ! | Shenzhen Tsumura Medicine
BV B
.u.t ; ; Cut crude drugs

e
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Status of Development in the
United States




TSUMURA & CO.

Summary of US Development of TU -100 ( Daikenchuto )

Implementing clinical trials for TU-100 in three domains: IBS,

POI |, and Crohnos di s

FY2012 FY2013 FY2014 FY2015 FY2016 FY2017

AAgree on quality control systems
A Establish databa:

Quiality control Through meetings with FDA, agree on quality evaluation quality

methods using biological assessments and HPLC-FP Managing agrichemicals, heavy
metals,microbes, aflatoxin, etc.

IBS Endpoint search clinical trials (IBS patients)
m Pll (early stage)
—
N Endpoint search clinical trials (patients with
L POI laparoscopic colectomy)
) Pll (early stage)
-
Q .

A Responder trials
n Crohnos =SP : " :
D : (patients with Crohnods di sease)
@ disease
< Pll (early stage)
Safety, etc. | Side effects*! =~ ADME*?2
*1 Submit results of surveys on the frequency of adverse drug reaction manifestation to the FDA IBS: Irritable bowel syndrome, POI: Postoperative lleus

*2 Submit clinical pharmacokinetic results on healthy U.S. citizens to the FDA ADME:Absorption, Distribution, Metabolism, Excretion 31



